
L9@<;KteTEo EEY

,QOL

I

016 lllllllllllllllllll
0000080242

MEMORANDUM
RE.GE!VED

Arizona Corporation Co m missiorr

TO: THE COMMISSION DOCKETED
znru .sum 29 l2= 08p

FROM: Utilities Division JUN 2 9 2001
AZ CORP COF~1H\SS\0N
USCUMEM CONTRUL

DATE : June 29, 2001
l

WATER TASK FORCE OF THE ARIZONA CORPORATION COMMISSION
(DOCKET NO. W~00000C-98-0153)
(DECISION no. 62993)

On Nove mbe r 3, 2000, the  Commis s ion is s ue d De cis ion No. 62993. This  de cis ion
a pprove d S ta ff's  re comme nda tions  re ga rding the  Commis s ion 's  Wa te r Ta s k Force . The
Commiss ion directed S ta ff to work with inte re s ted pa rtie s  to deve lop policy s ta tements , some  of
which a re  due  by June  30, 2001. S ta ff has  had a  number of mee tings  with inte re s ted pa rtie s  to
discuss the  issues and resolve  parties ' concerns on many occasions, as  noted be low. The  reports
a ddre s s ing s pe cific s ubje cts  re fle ct a  cons e ns us  of the  working groups . In only one  working
group did S ta ff dis a gre e  with a  portion of the  group's  re s olution of a n is s ue , which is  a ls o
discussed be low. The  reports  address  the  following issues:

Finding  of Fa ct No. 9  from De cis ion  No. 62993 orde re d  S ta ff to  de ve lop  a  policy
s ta tement rega rding Ce rtifica te s  of Convenience  and Necess ity for wa te r sys tems . Attachment
A to this  me mora ndum is  a  propos a l for this  policy de ve lope d in a  me e ting with inte re s te d
partie s .

Finding of Fact No. 11 orde red S ta ff to deve lop a  policy s ta tement rega rding acquis ition
adjus tments  and ra te  of re turn premiums for wa te r sys tems. Attachment B to this  memorandum
is  a  proposa l for this  policy, which wa s  de ve lope d ba se d on s e ve ra l me e tings  with inte re s te d
partie s

Finding of Fact No. 29 ordered S ta ff to deve lop a  policy s ta tement regarding tie red ra tes .
Atta chme nt C to this  me mora ndum is  S ta ffs  propos a l for this  policy, which wa s  de ve lope d
afte r severa l meetings with inte rested parties .

RE:

Finding of Fact No. 31 orde red S ta ff to deve lop a  policy s ta tement rega rding recovery of
cos ts  re la te d to the  Ce ntra l Arizona  P roje ct. Atta chme nt D is  S ta ff's  propos a l for this  policy,
which was  deve loped a fte r severa l mee tings  with inte res ted partie s . S ta ff is  in a gre e me nt with
this  propos a l, e xce pt for the  portion which de a ls  with the  de finition of the  te rm "us e ." The
a ttached policy de fines  "use" as  those  methods  conside red as  "use" by the  Arizona  Department
of Wa te r Re source s  (ADWR). The  curre nt re gula tions  of ADWR a llow a  wa te r compa ny to be
in complia nce  with its  re quire me nts  a s  long a s  the  wa te r sys te m use s  its  CAP wa te r a nywhe re
within the  s a me  Active  Ma na ge me nt Are a  (AMA) in which the  wa te r s ys te m is  loca te d. This
a pproa ch is  contra ry to the  pos ition the  Commis s ion took in a  re ce nt Va il Wa te r Compa ny
(Vail) ra te  case .
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In De cis ion No. 62450, the  CoMmiss ion a pprove d Va il's  cos t re cove ry of its  CAP  cos ts
with spe cific ma nda te s  re ga rding Va il's  long-te rm pla ns  for the  CAP  wa te r. At pre se nt Va il is
us ing its  CAP  wa te r in a n "in lie u re cha rge  proje ct". Va il's  CAP  wa te r is  be ing use d by a  Ta nn
in Re d Rock in lie u of the  fa rm us ing groundwa te r. Be ca us e  the  fa rm in Re d Rock is  in the
sa me  AMA (Tucson AMA) a s  Va il, Va il ge ts  cre dit for this  use  by the  Ta nn a nd the re fore , is  in
complia nce  with ADWR re quire me nts , e ve n though the  Ta nn is  a pproxima te ly 60 mile s  from
Va il. S ta ff be lie ve s  tha t the  wa te r be ing re cha rge d in Re d Rock will ne ve r a ctua lly dire ctly
bene fit the  aquife r in Va il and the re fore , neve r bene fit the  cus tomers  of Va il. This  was  the  bas is
for the  S ta ff re comme nda tions  tha t we re  a dopte d by the  Commiss ion in De cis ion No. 62450.
The  Commiss ion orde re d Va il to submit, within 10 ye a rs  of the  De cis ion, a  pla n to use  it CAP
wa te r dire ctly in its  ce rtifica te d a re a . De cis ion No. 62450 a ls o orde re d Va il to a ctua lly be gin
us ing its  CAP wa te r within its  ce rtifica ted a rea  within 15 yea rs  of the  Decis ion.

For these  reasons , S ta ff re comme nds  tha t the  Commis s ion s lightly, but s ignifica ntly,
modify the  de finition of "use" conta ined in Attachment D by adding the  condition tha t the  wa te r
sys tem would have  to use  its  CAP wate r within its  ce rtifica ted a rea .

S ta ff recommends  tha t these  policy s ta tements  be  discussed a t an Open Mee ting a t the
Commiss ion's  convenience .

De bora h R. Sc&t
Dire ctor
Utilitie s  Divis ion

DRS :S MO:

ORIGINATOR: S te ve n M. Ole o
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ATTACHMENT A
Propos ed Policy

for
Water Certifica tes  of Convenience  and Neces s ity

The  Commis s ion ha s  e s ta blis he d a  policy goa l of e ns uring Arizona 's  wa te r
cons ume rs  a re  s e rve d by via ble  utilitie s . In  De cis ion  No. 62993, the  Commis s ion
required S ta ff to deve lop a  policy s ta tement on Certifica tes  of Convenience  and Necess ity
(CC&N) fo r wa te r s ys te ms  wh ich  co n fo rms  to  th e  g e n e ra l p rin c ip le s  o f S ta ff's
recommendation as  conta ined in the  Water Task Force  Report of October 28, 1999.

Th e  Ariz o n a  C o n s titu tio n ,  Artic le  1 5 ,  S e c tio n  3 ,  p ro vid e s  in  p a rt: "Th e
corpora tion commis s ion s ha ll ha ve  full powe r to, a nd s ha ll... ma ke  re a s ona ble  rule s ,
regula tions  and orders , by which such corpora tions  sha ll be  governed in the  transaction of
bus ine s s  with in  the  s ta te ... .  P rovide d  furthe r tha t.. .ru le s , re gu la tions , o rde rs  a nd
forms...may from time  to time  be  amended or repea led by such commiss ion. "

S ta te  la w on CC&Ns  re quire s , in pa rt, tha t a  public s e rvice  corpora tion sha ll not
be gin  cons truction  of a ny p la nt or s ys te m without firs t obta in ing a  CC&N from the
Commiss ion. (See  A.R.S . 40-281) In process ing a C C &N the  Commiss ion is  pe rforming
a  judicia l function, (S e e  A.R.S . 40-282), S ta ff, a s  a  pa rty to the  ca s e , is  cha rge d with
de ve loping, a nd ma king a  re comme nda tion on the  a pplica tion to de ve lop the  re cord for
the  hearing on which the  Commissioners  base  the ir fina l decis ion.

The  Arizona  Adminis tra tive  Code  R14-2-402, Ce rtifica te  of Conve nie nce  a nd
Ne ce s s ity fo r wa te r u tilitie s ,  is  u s e d  b y S ta ff to  g u id e  th e  d e ve lo p me n t o f th e ir
re comme nda tion on the  a pplica tion. The  rule  re quire s  the  Applica nt to  provide  the
following informa tion:

a . P rope r name  and address  of the  utility and its  owners ,
b. Article s  of Incorpora tion a nd Corpora te  Byla ws ,
c. Type  of pla nt a nd fa cilitie s  to be  cons tructe d,
d .  Co mp le te  d e s c rip tio n  o f fa c ilitie s  to  b e  co n s tru c te d ,  with  p re limin a ry

enginee ring specifica tions  to de scribe  the  principle  sys tems  and components
to me e t the  ne e ds  of the  he a lth de pa rtme nt, a nd fina l e ngine e ring dra wings
when they are  ava ilable .

e . The  propose d ra te s ,
f. Es tima ted tota l cos t of the  facilitie s ,
g. Ma nne r of ca pita liza tion, me thod of fina ncing the  utility,
h. Fina ncia l condition of Applica nt,
i. Es tima te d  a nnua l ope ra ting  re ve nue  a nd  e xpe ns e s  from the  p ropos e d

cons truction,
j. Estimated s ta rting and comple tion da tes  of the  proposed construction,
k. Maps  of the  proposed se rvice  a rea ,
l. Appropria te  city, county and/or s ta te  agency approva ls ,
m. Es tima te d numbe r of cus tome rs  to be  s e we d for e a ch of the  firs t 5 ye a rs  of

opera tion, including documenta tion to support es timates .

P age  1 of 3



¢

S ta ff a lso re quire s  the  Applica nt to provide : the  re que s t for s e rvice  initia ting the
"n e ce s s ity" o f th e  re q u e s t fo r a  CC&N, a p p ro p ria te  a p p ro va ls  fro m th e  Arizo n a
Depa rtment of Wa te r Resources  (ADWR) and the  Arizona  Depa rtment of Environmenta l
Qua lity (ADEQ), a nd complia nce  s ta tus  infonna tion from the  ADEQ a nd ADWR.

In orde r to a s s is t the  Commiss ion in its  goa l to e limina te  the  prolife ra tion of non-
viable  wa te r sys tems , it is  re commended tha t in addition the  above , the  following should
be  required:

Unle s s  the  Applica nt is  a n e xis ting public wa te r utility in Arizona  or is  a n a ffilia te
of a n Arizona  public wa te r utility, a n Applica nt for a  ne w CC&N (i.e ., not a n
e xte ns ion to a n e xis ting CC&N) mus t de mons tra te  tha t e xis ting wa te r utilitie s
ha ve  re fus e d to  e xte nd the ir te rritorie s  to  include  the  re que s te d a re a . This
demons tra tion sha ll be  made  by the  Applicant providing a ll the  following:
a . A copy of the  Applica nt's  re que s t for s e rvice  from a ll Cla s s  A* wa te r utilitie s

in  the  S ta te  a s  we ll a s  the  re fus a l to  s e rve  from a ll thos e  Cla s s  A wa te r
utilitie s , a nd

b. A copy of the  Applica nt's  re que s t for s e rvice  from a ll o r a t le a s t five  (5),
whiche ve r is  le s s , of the  Cla ss  B* wa te r utilitie s  se rving within fifty (50) mile s
of the  Applicant's  reques ted area as  we ll a s  the  re fusa l to se rve  from a ll those
Class  B wa te r utilitie s , and
A copy of the  Applica nt's  re que s t for s e rvice  from a ll wa te r utilitie s * s e rving
within five  (5) mile s  of the  Applicant's  reques ted a rea  a s  we ll a s  the  re fusa l to
se rve  from a ll those  wa te r utilitie s .
Any utility willing to s e rve  mus t re s pond to the  Applica nt within thirty (30)
days  of the  Applicant's  request and must mee t item #3 be low.

*

If the  Applica nt ha s  re ce ive d a n a ffirma tive  re s pons e  to a  re que s t for s e rvice
within thirty (30) da ys  of its  re que s t from a ny of the  a bove  wa te r utilitie s , but
be lie ve s  tha t s uch s e rvice  would not be  cos t-e ffe ctive  nor in the  public inte re s t,
the  Applica nt s ha ll s ubmit de ta ile d informa tion a nd cos t da ta  tha t cle a rly a nd
convincingly de mons tra te s  s uch a n opinion a nd tha t the  gra nting of a  CC&N to
the  Applicant is  in the  public inte re s t.

3 The  Applica nt mus t de mons tra te  tha t it a nd  a ll its  a ffilia te s  a nd a s s ocia te d
ma na ge me nt or ope ra tions  pe rs onne l a re  in  complia nce  with  a ll a pplica ble
Commis s ion, ADEQ, a nd ADWR re quire me nts . In  the  e ve nt, the  u tility, a ny
affilia te , or associa ted management or opera tions  personne l a re  not in compliance
with  C o m m is s io n ,  ADE Q  o r ADW R  re q u ire m e n ts ,  th e  Ap p lic a n t  m u s t
de mons tra te  tha t the  non-complia nce  is  re la te d  to  the  re ce nt a cquis ition  or
a ffilia tion with  a  de ficie nt u tility. With  re ga rd to  ADE, the  Applica nt s ha ll be
cons ide red in compliance  if it, or any of its  a ffilia te s , does  not have  or has  not had
within the  12 months  prior to the  a pplica tion, a ny ma jor de ficie ncie s  with re ga rd
to phys ica l fa cilitie s , ope ra tion a nd ma inte na nce  re quire me nts , or monitoring
requirements .
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Initia l ra te s  for a  ne w CC&N should be  de s igne d such tha t the  utility would ha ve
the  opportunity to bre d< e ve n (ze ro pe rce nt ra te  of re turn) a t the  e nd of its  third
ye a r of ope ra tion. The s e  ra te s  s hould a ls o provide  the  utility the  opportunity to

a m a  re a s ona ble  ra te  of re turn by the  e nd of its  fifth ye a r of ope ra tion. Ra te
le ve ls  a nd the  ra te  of re turn  would  be  ba s e d  on  the  Applica nts  re a s ona ble
pro je ctions  of cus tome r growth  a nd  the  ra te  ba s e  re quire d  to  prope rly a nd
adequately serve the customers.

g.
h .
i.

For ne w CC&Ns  tha t a re  not be ing s e rve d by a n e xis ting utility, the  following
charges sha ll be  se t as  follows:
a . Es ta blis hme nt (norma l) -- $20.00
b . Es ta blishme nt (a fte r hours ) -- $35.00
c. Re conne ction -- $20.00
d. Me te r Te s t (if corre ct) -- $25.00
e. De pos it -- 2 time s  the  monthly minimum plus  15,000 ga llons
f. NS F Che ck -- $25.00

S e rvice  Ca ll (a fte r hours ) -- $40.00
Me te r Re -re a d -- $35.00
La te  Payment Fee  -- 1.5 pe rcent a fte r 15 days

The above charges shall be  reviewed annually by Staff and adjusted if necessary.

Once  the  CC&N is  granted, the  utility sha ll be  required to file  a  ra te  ca se  no la te r
than 120 days  a fte r the  fifth annive rsa ry of sewing its  firs t cus tomer.
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ATTACHMENT B

Propos ed Policy
for

Clas s  D and E Wate r Sys tem Acquis itions

The  purpos e  of the  a cquis ition policy is  to  try to  e ncoura ge  a cquis ition a nd
cons olida tion of s ma ll wa te r utilitie s  ope ra ting in the  s ta te . For purpos e s  of this  policy,
sma ll wa te r utilitie s  a re  limited to Cla ss  D and E wa te r utilitie s , i.e ., le ss  than $250,000 of
ope ra ting re ve nue  in the  mos t re ce nt ca le nda r ye a r. Acquis ition of sma ll wa te r utilitie s
should result in improved wa te r qua lity and/or se rvice  for the  cus tomers .

Decis ion No. 62993, da ted November 3, 2000, e s tablished s ix gene ra l conditions
a  wa te r compa ny mus t me e t to qua lify for a n a cquis ition a djus tme nt or ra te  of re turn
premium. Pe r tha t Decis ion, the  acquis ition incentive  may be  granted in one  of two ways :
(1) re cove ry of a n a mount pa id in e xce s s  of the  book va lue  of the  a cquire d compa ny's
a sse ts  (acquis ition adjus tment), or (2) a  ra te  of re turn premium, but not both. This  policy
deve lops  crite ria  and procedures  for de te rmining the  amount of acquis ition incentive  tha t
will be  e ligible  for re cove ry in ra te s  following a cquis ition of a  sma ll wa te r utility.

The  purcha s e  price  for a  s ma ll wa te r utility could e xce e d the  book va lue  of its
pla nt in  s e rvice , re s ulting in  a  pos itive  a cquis ition a djus tme nt. This  policy a pplie s
e xclus ive ly to pos itive  a cquis ition a djus tme nts , a nd ne ga tive  a cquis ition a djus tme nts
sha ll not be  recognized for ra te -making purposes.

In  ce rta in  ca s e s ,  a  ra te  o f re tu rn  p re miu m ma y b e  a llo we d  in s te a d  o f a n
acquis ition adjus tment. Once  the  ra te  of re turn pe rce nta ge  is  de te rmine d, a  pre mium
a mount will incre a se  tha t pe rce nta ge . The  pre mium pe rce nta ge  will be  a llowe d in ra te s
for a  pe riod  of time  tha t the  Commis s ion  de te nnine s  is  a ppropria te  to  provide  a n
a cquis ition ince ntive .

Following is  the  lis t of s ix conditions  a  compa ny mus t prove  by a  pre ponde ra nce
of the  e vide nce  in orde r to obta in a n a cquis ition a djus tme nt or ra te  of re turn pre mium in
ra tes , as  well as  crite ria  to meet those  conditions.
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1. THE ACQUIRED COMPANY IS A CLASS D OR E.

• This policy is to be applied to the acquisition of Class D and E water utilities, i.e.,
those having less than $250,000 of operating revenue in the most recent calendar
year.

2. THE ACQUISITION WILL NOT
VIABILITY OF THE ACQUIRER.

NEGATIVELY AFFECT THE

• The acquiring company shall provide documentation that satisfactorily
demonstrates its continued financial viability subsequent to the acquisition. Staff
will not recommend approval of a proposed acquisition that would be potentially
detrimental to an acquirer's financial viability.

3. THE ACQUIRED SYSTEM'S CUSTOMERS WILL.
IMPROVED SERVICE IN A REASONABLE TIMEFRAME.

RECEIVE

• The acquiring company shall submit a plan for improving service to the customers
of the acquired system. The plan shall include, but not be limited to, a detailed
listing of the current violations and deficiencies of the water company to be
acquired, as well as the acquirer's proposed solutions and the related costs.
Additionally, the plan must also include a proposal for how the rates of the small
water utility's customers will be affected. The acquirer's plan should also provide
estimated implementation dates for each system or service improvement. A
service improvement plan might include, but is not limited to, the following:

a. Delivering water to customers that meets the quality standards of the
Arizona Department of Environmental Quality ("ADEQ") and the Safe
Drinking Water Act.

b. Satisfactory resolution of outstanding violations with ADEQ and the
Arizona Department of Water Resources ("ADWR").
Developing a reliable source of water supply.
Developing appropriate water storage capacity.
Im p ro ved  wa te r  p r e ssu re ,  e i the r  h ighe r  o r  lo wer ,  with in  the
distribution system.

f. Replacement of inadequate, insufficient, deteriorated, and/or
inefficient infrastructure.

g. Improving billing procedures, customer complaint resolution, and
service response times.

c.

d.

e.
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4. THE PURCHASE PRICE IS FAIR AND REASONABLE (EVEN THOUGH
THAT PRICE MAY BE MORE THAN THE ORIGINAL COST LESS
DEPRECIATION BOOK VALUE) AND CONDUCTED THROUGH AN
ARM'S LENGTH NEGOTIATION.

• One factor that would contribute to recommending an acquisition incentive is if
the net plant value is either very small or zero, due to substantially or fully
depreciated assets that require replacement. Although the water company assets
may reflect zero net book value on the records, the assets in theory still have value
due to the fact that they generate a future revenue stream. To determine if the
purchase price and resulting acquisition incentive amount is fair and reasonable,
Staff' s evaluation shall include, but not be limited to, the following criteria:

a.  The purchase price must be the result of good faith negotiations
between the two transacting entities.

b .  T he  a c q u is i t io n  m u s t  b e  c o nd u c te d  th r o u gh  a n  Ann ' s  le ng th
transaction, and the two parties must not be affiliates as defined by
A.A.C. R14-2-801.1.

c. Present value of future cash flows.

5. THE RECOVERY PERIOD FOR THE ACQUISITION ADJUSTMENT
SHOULD BE FOR A SPECIFIC MINIMUM TIME.

• Staff will evaluate the acquisition adjustment recovery period to be fair and
reasonable to both the acquirer, and the customers of the small water utility. The
specific recovery period shall be set on a case-by-case basis and shall be
consistent with the period over which customers are expected to benefit, as well
as mitigate the impact of cost recovery on rates.

• If a rate of return premium is sought by the acquiring company, Staff will
determine the premium percentage and recovery period on a case-by-case basis.
Recovery via the rate of return premium will be calculated to recoup only the
excess of the purchase price over the book value of the plant in service.

6. THE ACQUISITION IS IN THE PUBLIC INTEREST

Staff will investigate the acquirer's compliance history with the ADEQ and the
ADWR to determine if it is a fit and proper entity to acquire a small water utility.
Acquisition incentives will not be granted to entities that are currently in violation of
rules set forth by ADEQ and/or ADWR.
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The  a cquis ition of a  sma ll wa te r utility would comply with the  s ta nda rd of public
inte re s t if the  a bove  de ta ile d five  conditions  a re  me t, a nd no ADEQ a nd/or ADWR rule
vio la tions  a re  pe nding . Add itiona lly,  the  fo llowing  c ircums ta nce s  ma y fu rthe r
demonstra te  how an acquis ition could be  in the  public inte res t:

• The  s ma ll wa te r utility is  ins olve nt, de fine d a s  "una ble  or ha ving ce a s e d to pa y
debts  as  they fa ll due  in the  usual course  of business".

• The  s ma ll wa te r utility will ha ve  incre a s e d opportunitie s  to  obta in s hort-te rm
fina ncing a s  a  re s ult of the  a cquis ition. This  will e na ble  the  compa ny to ma ke
improve me nts  to, a nd corre ct de ficie ncie s  within its  wa te r s ys te m tha t would
e na ble  it to s e rve  wa te r tha t me e ts  the  qua lity s ta nda rds  s e t forth in the  S a fe
Drinking Wa te r Act.

• S hort-te nn a nd long-te rm cos t s a vings  ca n be  de mons tra te d a s  a  re s ult of the
acquis ition, as  well as  e fficiencies  and economies  of sca le .

• As  a  re s ult of the  a cquis ition, de linque nt re mitta nce  of tra ns a ction privile ge  ta x
a nd/or p rope rty ta x by the  s ma ll wa te r u tility to  the  Arizona  De pa rtme nt o f
Revenue  will be  sa tis fied.
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P ROP OS ED P ROCEDURE

Once  the  two entitie s  ente r into a  transfe r/purchase  agreement, they will submit a
joint a pplica tion to the  Commis s ion purs ua nt to Arizona  Adminis tra tive  Code  S e ction
R14-2-103. The  joint a pplica tion should include  the  following informa tion:

a ) A Commiss ion a pprove d ra te  a pplica tion for wa te r compa nie s  with a nnua l
gross  ope ra ting re ve nue s  of le s s  tha n $250,000 for the  sma ll wa te r utility
to be  acquired a s  of the  mos t re cent fisca l yea r end, or a ll the  infonna tion
re qu ire d  in  s uch  a  ra te  ca s e  a pp lica tion  a long  with  a  re que s t fo r a
Commis s ion a ccounting orde r de line a ting how the  a cquis ition ince ntive
will be  tre a ted.

b) Financia l s ta tements  of the  acquire r a s  of the  most recent fisca l yea r end.
c) Dis clos ure  of tra ns a ction a s  e ithe r a n a s s e t purcha s e  a nd Ce rtifica te  of

Convenience  and Necessity transfer, or s tock purchase .
d) A copy of the  purcha se  a gre e me nt/sa le  docume nt including the  propose d

purchase  price .
e ) A de ta ile d e xpla na tion a nd s upporting e vide nce  to de mons tra te  how the

a cquis ition  me e ts  the  s ix conditions  to  be  e lig ib le  for re cove ry of a n
acquis ition adjus tment in ra tes .

f) A lis t a nd e xpla na tion of curre nt known de ficie ncie s  of the  s ys te m to be
a cquire d  a s  we ll a s  the  a cquire r's  propos e d s olu tions  to  re me dy the
de ficie ncie s , a long with the  cos ts , a nd time fra me  for imple me nting the
solutions .

g) Re cons truction Cos t Ne w (RCN) for the  s ma ll wa te r utility to be  a cquire d
or adequa te  information for an RCN study to be  performed.

h) A de ta iled ca lcula tion of the  proposed acquis ition adjus tment reques ted to
be  e ligible  for recove ry in ra te s , a  proposa l for its  me thod of recove ry, and
a  ca lcula tion of its  e ffect on ra tes .

Upon s ubmis s ion of the  a pplica tion, S ta ff will a na lyze  the  docume nta tion to
de te rmine  whe the r the  a cquis ition me e ts  the  s ix conditions  ide ntifie d in De cis ion No.
62993, by:

1. Ana lyzing the  compa ny's  fina ncia l informa tion to de te rmine  tha t it is  a  Cla s s  D or
E wa te r utility.

2 . As s e s s ing the  a cquiring e ntity's  fina ncia l re s ource s  to  de te rmine  if s ufficie nt
fin a n c ia l re s o u rce s  a re  a va ila b le  to  a cq u ire  a  s ma ll wa te r u tility with o u t
jeopardizing the  acquire r's  good financia l s tanding.

3. Eva lua ting the  a cquire r's  propos e d a ctions  to a s s e s s  whe the r cus tome rs  of the
a cquire d s ma ll wa te r utility will re ce ive  improve d s e rvice  within a  re a s ona ble
time fra me .

o
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4. Eva lua ting the  origina l cos t of the  e xis ting pla nt a s s e ts  on the  a cquire d utility's
books , a s  we ll a s  RCN a mounts . S ta ff will the n compa re  those  two a mounts  with
the  propos e d  purcha s e  price  to  de te rmine  if the  purcha s e  price  is  fa ir a nd
reasonable , if the  purchase  price  was negotia ted, a rid if the  sa le  will be  conducted,
through an a rms length transaction, and wha t amount of acquis ition adjus tment or
ra te  of re turn pre mium, if a ny, will be  a llowe d.

5. Cla s s ifying the  a cquis ition ince ntive  a s  e ithe r a  re gula tory a s s e t (a cquis ition
adjustment) or a  ra te  of re turn premium, to be  recovered over a  specific time .

6. Re vie wing the  docume nta tion provide d in re s pons e  to the  five  conditions  s e t
forth, a s  we ll a s  othe r potentia l bene fits  identified by the  acquire r and de te rmine  if
the  a cquis ition me e ts  the  crite ria  of public inte re s t. S ta ff will a ls o e va lua te
whe the r the  acquire r is  a  "lit and prope r" entity to purchase  a  sma ll wa te r utility.

7 .  Re q u e s tin g  a n d  a n a lyz in g  o th e r in fo n n a tio n /d a ta  th a t S ta ff a n d /o r th e
Commission deems necessary for a  particular case .
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ATTACHMENT C

Propos ed Policy
Fo r

Wate r Sys tem Tie red Ra te  Des ign

P ric in g /ra te  d e s ig n  is  th e  Co mmis s io n 's  p rima ry me a n s  o f e n c o u ra g in g
cons e rva tion. The  Commis s ion ca n do this  by imple me nting inve rte d block ra te s , i.e .,
tie red ra te s . Tie red ra te s  may not be  appropria te  in a ll circumstances . S ta ff will cons ide r
the  a ppropria te ne s s  of a n inve rte d thre e -tie re d commodity ra te  s tructure  for a ll wa te r
compa ny ra te  ca se s , a nd if a ppropria te , will re comme nd such a  tie re d ra te  s tructure  to
e ncoura ge  conse rva tion. The  tie rs  should be  de s igne d in a  ma nne r tha t cus tome rs  who
conse rve  will re cognize  cos t savings , while  high wa te r use rs  will pay a  grea te r portion of
the  cos ts  tha t incre a s e d us a ge  pla ce s  on the  wa te r s ys te m. Crite ria  for e va lua ting the
appropria teness  and/or type  of tie red ra te  s tructure  on a  case -by-case  bas is  sha ll include ,
but not be  limite d to, the  following:

1. Number of se rvice  connections  on the  sys tem.

2. Number of high usage  cus tomers  on the  sys tem.

3. Ga llons  of average  wa te r usage  pe r connection pe r month.

4. Ga llons  of median wa te r usage  pe r connection pe r month.

5. S ource  of s upply.
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ATTACHMENT D

Propos ed Policy
Fo r

Ce ntra l Arizona  P ro je c t (CAP) Cos t Re c ove ry

The  cons e ns us  of the  CAP  Working  Group is  tha t the  Arizona  Corpora tion
Commis s ion (Commis s ion) s hould e ncoura ge  wa te r compa nie s  to re ta in the ir Ce ntra l
Arizona  P roje ct (CAP ) wa te r a lloca tion. The  purpos e  is  to a llow wa te r compa nie s  to
a ccomplis h long te rm pla nning of the ir wa te r re s ource  ne e ds  for the  be ne fit of the ir
cus tomers . The  consensus  of the  group was  tha t the  Commiss ion should accomplish this
encouragement as  follows:

A wa te r compa ny would be  a llowe d to re cove r CAP cos ts  if it could de mons tra te
tha t it needed the  CAP a lloca tion to properly se rve  its  customers .

The  wa te r compa ny mus t de mons tra te  tha t the  ne e d would occur by the  ye a r
2025.

The  wa te r compa ny mus t de mons tra te  tha t it will a ctua lly be  us ing a  re a sona ble
amount of its  CAP a lloca tion by 2025.

Th e  wa te r co mp a n y mu s t d e mo n s tra te  th a t it will b e  u s in g  a ll o f its  CAP
a lloca tion by 2034.

"Use " will be  those  me thods  of us ing CAP wa te r tha t a re  de fine d a s  "use " by the
Arizona  Department of Water Resources .

In  orde r to  obta in  cos t re cove ry, a  wa te r compa ny mus t file  a  ra te  ca s e  a nd
provide  evidence  demonstra ting items 1 though 4 above .

At the  time  tha t cos t recove ry is  approved for a  wa te r company, cos t recove ry will
depend on how much of company's  CAP a lloca tion is  actua lly be ing used -

If none  of the  CAP  a lloca tion is  a ctua lly be ing us e d, the  compa ny will be
a llowe d to re cove r dolla r for dolla r its  a ppropria te  CAP  e xpe ns e s , without
e a rning a  ra te  of re turn. The  cos t re cove ry will be  s plit be twe e n a  cha rge  in
the  commodity portion of the  ra te  and a  CAP Hook-up Fee . The  cha rge  in the
commodity will be  tha t amount needed to pay the  M&I portion of the  expense
for tha t a mount of CAP  wa te r e qua l to the  a mount of groundwa te r a ctua lly
be ing us e d by the  curre nt cus tome rs . Th e  C AP  Ho o k-u p  F e e  will b e
ca lcula te d a s  tha t portion ne e de d to pa y the  re ma inde r of the  M&I cha rge s .
This  is  s imila r to  the  me thod us e d in  the  Va il Wa te r Compa ny ra te  ca s e
(De cis ion No. 62450). If th e  CAP  Ho o k-u p  Fe e  is  d e te rmin e d  b y th e
Commiss ion to have  to be  excess ive  in orde r to recover a ll the  CAP cos ts , the

4.
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3.

7.
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re ma inde r should be  de fe rre d a nd colle cte d la te r a s  the  compa ny grows  a nd
a dds  a dditiona l cus tome rs  a nd/or the  ra te  of growth incre a s e s  to a llow the
collection of additiona l CAP Hook-up Fees .

b . If only a  portion of the  CAP  a llotme nt is  be ing us e d, cos t re cove ry will be
split. For tha t portion of the  CAP  a llotme nt not be ing use d, cos t re cove ry will
be  a llowe d a s  e xpla ine d a bove  (#7a ). For tha t portion of the  CAP  a llotme nt
a ctua lly be ing use d, cos t re cove ry will be  a s  with a ny othe r use d a nd use ful
item in a  ra te  case , i.e ., the  plant needed will be  included in ra te  base  and earn
a  ra te  of re turn, while  the M&I and O M&R e xpe nse s  for tha t portion of the
CAP a llotment will be  recovered as  any other expense .
When a ll the  CAP a llotment is  be ing used, cos t re cove ry will be  a s  de scribed
in the  second ha lf above  (#7b), i.e ., jus t like  any othe r plant and expense  item
that is  used and useful.

d. For those  wa te r companie s  tha t have  not obta ined a  specific accounting orde r
from the  Commis s ion tha t de ta ils  how CAP  cos ts  incurre d up to this  time
would be  tre a te d a nd me e t ite ms  l through 4 a bove , the  a ctua l a mount of
dire ct cos ts  incurre d (i.e ., no  ra te  of re turn  or cos t of mone y) s hould  be
recovered in ra tes  by some method de te rmined in a  ra te  case , a s  long as  such
an a llowance  is  not somehow improper (e .g., re troactive  ra te  making, contra ry
to some manda tory accounting/ra te  making principle , e tc.).

Within 5 yea rs  of obta ining approva l for cos t recovery of the  CAP cos ts , the  wa te r
company mus t submit a  de ta iled enginee ring plan outlining how the  wa te r will be
put to use .

If a  wa te r compa ny tha t ha s  obta ine d cos t re cove ry from the  Commiss ion is  not
us ing its  tota l CAP a llotment by 2034, tha t portion not be ing used sha ll be  sold. If
a  wa te r company has  recovered from ra tepayers  the  cos t for re ta ining tha t portion
of the  CAP a lloca tion it se lls , a ll ne t proceeds  sha ll be  re funded to ra tepaye rs  in a
ma nne r to be  de te rmine d by the  Commis s ion a t tha t time . S imila rly, if a  wa te r
compa ny s e lls  a ll or a ny portion  of its  CAP  a lloca tion  a fte r re cove ring from
ra tepayers  the  cos t to re ta in the  portion it se lls , a ll ne t proceeds  sha ll be  re funded
to ra tepayers.
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